Using cross-country differences in the degree of isolation before the advent of technologies in sea and air transportation, we assess the relationship between geographic isolation and financial development across the globe. We find that pre-historic geographical isolation has been beneficial to development because it has contributed to contemporary cross-country differences in financial development. The relationship is robust to alternative samples, different estimation techniques, outliers and varying conditioning information sets.
Introduction
Is geographical isolation related to development outcomes such as financial development? To the best of our knowledge, the answer to this question is missing in empirical literature.
Various aspects of financial development to explain its relative presence or absence have been explored over the past decades, notably: theories related to credit information and power (Stieglitz & Weiss, 1981; Aghion & Bolton, 1992; Djankov, et al., 2007) ; theory of law and finance (La Porta et al., 1997; Beck et al., 2003) ; culture (Stulz & Williamson, 2003; KodilaTedika & Asongu, 2015a) ; abuse of market power and competition in the banking sector (Coccorese & Pellecchia, 2010; Coccorese, 2012) ; globalisation (Asongu, 2014; Asongu & De Moor, 2016) ; remittances (Osabuohien & Efobi, 2013; Efobi et al., 2015) ; endowment theory (Beck et al., 2003) ; the role of the state (Rajan & Zingales, 2003; Becerra et al., 2012; Ang, 2013a) ; genetic distance (Ang & Kumar, 2014 ) ; macro-finance (Rajan & Zingales, 1998; Baltagi et al., 2009 ); social capital (Guiso et al., 2004) and human capital (KodilaTedika & Asongu, 2015b) .
The study closest to the present inquiry is Ashraf et al. (2010) who have examined how cross-country differences in the degree of pre-historic geographic isolation affect the contemporary development process with respect to income per capita. The authors have also been motivated by the absence of studies that examine the relationship between pre-historic isolation and contemporary development outcomes. Existing studies on comparative development have emphasised a plethora of ultimate and proximate characteristics underpinning some of the substantial disparities in standards of living across the globe. The relevance of cultural, institutional, geographic, religious fractionalisation, as well as linguistic, ethnic, globalisation and colonisation features, have motivated the debate on the timing of differential economic growth from stagnation to modern growth over the past 200 years. According to Ashraf et al. (2010) , whereas the underlying factors have been investigated from the perspective of contemporary effects, less attention has been paid to prehistoric characteristics that have affected contemporary development and cross country differences in economic growth.
The motivation for assessing the nexus between the dawn of human civilization and the modern era builds on the intuition that globalisation has been documented to affect the development process, through inter alia: trade (Musila & Sigué, 2010) ; capital flows (Price & Elu, 2014; Motelle & Biekpe, 2015) ; foreign aid (Kayizzi-Mugerwa, 2001; Obeng-Odoom, 2013 ) and technological diffusion (Tchamyou, 2015) . According to Ashraf et al. (2010) , the reduced ability of societies that are geographically isolated, to gain from progress in global technological frontiers could have compelled independent advancements in technological progress, therefore inducing a fundamental cultural setting that is favourable to innovation and development. Furthermore, geographically isolated societies might have benefited from the diminished threat of predation which logically fostered efficient allocation of resources towards development outcomes and protected property rights, ultimately contributing to the setting of fundamental cultural values that are beneficial to economic development.
In the light of the fact that geographical isolation promoted a fundamental and persistent cultural environment that enhanced development, it is plausible to infer that prehistoric geographical isolation has played a significant role in the development process, hence, influencing contemporary development across the world.
This study exploits pre-historic cross-country geographical isolation differences in order to assess its effect on financial development across the globe. Ashraf et al. (2010) consider pre-historic geographical isolation prior to the advent of airborne and sea-faring technologies of transportation as ultimate proximate underlying some of the cross country differences in living standards across the globe. We find that pre-historic geographical isolation has had a significant beneficial effect on the process of development because it has contributed to contemporary cross-country differences in financial development. The relationship is robust to alternative samples, different estimation techniques, outliers and varying conditioning information sets and the effect of isolation on financial development is depicted in Figure 1 .
The rest of the study is structured as follows. The data and methodology are outlined in Section 2. Section 3 presents empirical results while Section 4 covers robustness assessments. Concluding implications and future research directions are provided in Section 5.
Data and Methodology

Data
We examine a sample of 66countries with average contemporary data for the period 2000-2010 and prehistoric data on geographical isolation. The financial development dependent variable is private domestic credit as a percentage of GDP. 
Empirical specification
Consistent with the above and the geographical isolation (Ashraf et al., 20101 ) literature, we employ Ordinary Least Squares (OLS) in order to assess the nexus between geographical isolation and financial development. The specification is presented in Eq. (1).  is a constant, X is the vector of control variables, and  the error term. X consists of: aerial isolation, trade openness, creditors' rights protection, financial openness, legal origins, tropics and latitude. Most of the significant control variables have the expected signs. These include: (1) the protection of creditor rights has been documented to be linked to higher levels of financial development (La Porta et al., 1998) ; (2) given that financial openness is connected with availability of more external flows, it should also be linked with more possibilities for private domestic credit; (3) countries with French legal traditions are associated with less financial development (La Porta et al., 2008; Asongu, 2012ab) ; and, (4) compared to Muslim and Catholic nations, countries which are dominated by 'Protestants' are more likely to enjoy higher levels of financial development. The edge of the Protestant culture typically builds on the Weber's (1930) 'Protestant Ethic Thesis'. According to Weber, the Northern region of
Empirical results
Europe experienced more advanced capitalism because a substantial part of the population was motivated by the Protestant ethic to set-up its own enterprises. 3 It is in this light that the region adopted a culture of: (i) engaging in trade and investment activities for the accumulation of wealth and (ii) working in a secular world. The 'Protestant Ethic Thesis' also elicits the negative nexus between the dependent variable and the 'Muslim dummy'. This is in accordance with the evidence that Muslim nations are less democratic (Fish, 2002, p. 4) .
3
To put it more specifically, those Protestant that were followers of Calvin (the Puritans in Britain and America) were taught that prospering economically was a sign that they were members of the « elect » destined for heaven in the next life. Thus, greed, far from being a deadly sin, were enshrined as a positive good in the culture of both Britain and America. 
Robustness checks
In this section, we perform several robustness checks using the specification in Column 7 of Table 1 as baseline. These checks include: controlling for influential observations; using alternative sample periods and varying the conditioning information set.
Robustness with respect to influential observations
In order to further improve the quality of estimations, we control for influential observations following M-estimators of Huber (1973) by employing iteratively weighted least squares (IWLS). As documented by Midi and Talib (2008) , compared to the approach by OLS, the IWLS technique has the advantage of simultaneously controlling for problems arising from the presence of outliers and/or heteroscedasticity. The results in Table 2 in terms of signs and significance remain consistent with those established in Table 1 . Moreover, the estimate corresponding to aerial isolation is now significant. Next, in Column 3, we perform the sensitivity check on baseline estimates with control variables, after dropping the smallest observations. The corresponding findings are consistent with baseline results. Lastly, following Nunn and Puga (2012, pp. 25-26) and Kodila-Tedika and Asongu (2015), we adopt a systematic approach of eliminating influential observations for which DFBETA| >2/√N , where N is the number of observations. Corresponding findings in Column 4 of Table 2 are consistent with baseline specifications 4 . 
Financial development covering alternative sample periods
In Table 3 , we employ the alternative sample periods for further robustness purposes. These include: 1980-2010; 1985-2010; 1990-2010 and 1995-2010 . The resulting findings confirm the direction of the underlying correlation and further reveal that irrespective of periodicities, the link between financial development and geographical isolation is positive. Moreover, the the coefficient on geographical isolation slightly increased from 1980-2010 to 1995-2010. This incremental effect suggests that the nexus is more apparent in the contemporary era. 
Controlling for other effects
In Table 4 below, we control for other impacts to further assess the robustness of our baseline findings. We augment our baseline model with other controls such as: ethnic fragmentation; institutions; social capital; continents and income. The definitions of these variables and corresponding sources are disclosed in the Appendix. From a more general perspective, the new variables account for the unobserved heterogeneity that was not included in baseline regressions. The baseline results are confirmed in terms of significance and sign, though the correlation is lower with the addition of income, institutions and ethnic fractionalization and higher when social capital is added. The additional control variables display anticipated signs because income levels, institutions and social capital are positively related to financial development whereas ethnic fractionalization has the opposite effect, as in Girma and Shortland (2008) ; Ang and Kumar (2014) and Guiso et al. (2004) .
We briefly document the selection of additional covariates. Guiso et al. (2004) have articulated that social capital has been instrumental in improving financial development. The positive role of institutions has also been documented by Girma and Shortland (2008) .That ethnic diversity impairs financial development was articulated by (Beck et al., 2003) . Asongu (2012a) and Ang and Kumar (2014) have shown that wealthy countries are associated with higher levels of financial development. 
Concluding implications and future research directions
There is a recent strand of literature documenting that prehistoric geographical isolation created fundamental cultural effects on the development process that have contributed to contemporary variations in economic development. This study does expand this strand of literature by assessing whether pre-historic geographical isolation is related to development outcomes such as financial development. We have exploited pre-historic cross-country geographical isolation differences in order to assess its effect on financial development across the globe. Pre-historic geographical isolation is defined as prior to the advent of airborne and sea-faring technologies of transportation. We find that pre-historic geographical isolation has been beneficial to development because it has contributed to contemporary cross-country differences in financial development. The relationship is robust to alternative samples, different estimation techniques, outliers and varying conditioning information sets. The findings broadly confirm the positive relationship between geographical isolation and GDP per capita established by Ashraf et al. (2010) .
Future studies can improve the extant knowledge by assessing if established linkages withstand further empirical validity when 'contemporary development' is replaced with 'historic development' as an outcome variable. Moreover, assessing the relationship between isolation and other macroeconomic outcomes is also an interesting future research direction.
Appendices
Appendix A. Data sources and summary statistics of variables 
